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SAUDI ARABIA: KEY ECONOMIC INDICATORS 
All values in billions of current U.S. dollars unless otherwise indicated. 


Exchange Rate 
1982/83 US$1.00 = SR 3.43 FY FY % FY % 
1983/84 US$1.00 = SR 3.48 1982/83 1983/84 change 1984/85 change 
May '84 US$1.00 = SR 3.52 (projections) 
INCOME AND PRODUCTION 
Gross Domestic Project 120.1 13.5%" ; 121.1 
Per Capita GDP (in$) 13,198.0 12,266. ; 12,615.0 
Non-oil GDP 59.0 61. : 63.3 
Non-011 Share 49.1% 53. 52.3 


GOVERNMENT BUDGET 

Budgeted Revenue 91. 64. 60. 

Budgeted Expenditure 91. 74. a3, 

Actual Revenue 71. $3. 58. 
Of which Oil 55. 38. 4i. 

Actual Expenditure BF 63. 69. 

Surplus 


MONEY, PRICES 
Money Supply (M3) 
Commercial Bank Reserves 
Demand Deposits 
Government (SAMA) 
Foreign Assets 
Commercial Bank 
Foreign Assets 
Inflation (% increase in 
non-oil GDP deflator) 
Consumer Prices (1979=100) 


BALANCE OF PAYMENTS & TRADE 
Current Account Balance 
Exports 

To US 
Imports 

From US 

US Share (%) 


OIL PRODUCTION 
Million Barrels Per Day 6.4 5.1] -20.3 


Principal imports from the U.S.: trucks; heating and cooling equipment; 
measuring, checking, analyzing instruments; aircraft and associated 
equipment; civil engineering and contracting equipment; pumps and 
non-electrical machinery. 


Saudi Fiscal Year: 1982/83 April 24, 1982 - April 13, 1983 
1983/84 April 14, 1983 - April 1, 1984 
1984/85 April 2, 1984 - March 21, 1985 . 

(* 11 months) 

(** Estimate) 


Sources: Saudi Arabian Monetary Agency, Ministry of Finance Central Department 
of Statistics, USDOC, Embassy and other estimates. 





SUMMARY 


The Saudi economy has adjusted well to the decline in national income caused 
by lower oil production and prices. The Government has used its huge 
foreign assets to continue and complete major infrastructure projects while 
promoting private industrial and agricultural development and maintaining 
consumer purchasing power through a variety of subsidies, loans, and welfare 
payments. In FY 83/84 total economic activity and government spending were 
well below the 1980/81 peak, but to some extent this reflected the winding 
down of expenditures for major infrastructure. Petrochemicals and 
agriculture emerged as important growth sectors, but the construction 
industry, non-hydrocarbon manufacturing, and private trade and retailing 
faltered. Foreign suppliers and contractors were hardest hit as the 
Government moved to allocate a larger share of the shrinking market to local 
firms. The outlook for FY 1984/85 is somewhat better since oil] production, 
which still accounts for half of total GDP, is projected to increase. The 
Government's expenditure target is 17 percent above FY 83/84, although there 
is no guarantee the full amount will be spent. Allocations for new projects 
are the largest in three years, though total construction will decline as 
the shift from infrastructure to manpower and industrial deveiopment 
accelerates. Petrochemical production and export will take on special 
significance, but prospects for the private sector hinge upon government 
spending at the targeted level. For the foreign business community, the 
outlook remains less promising. American exports will decline for the 
second consecutive year, but there are good prospects for joint ventures in 
various industrial subsectors and 0 &M. Training and manpower development, 
as well as agriculture, also present promising opportunities for U.S. firms 
willing to compete vigorously. 


THE ECONOMIC SETTING: LEARNING TO LIVE WELL WITH LESS 


The Saudi Arabian Monetary Agency's 1983 Annual Report describes the current 
phase of Saudi economic development as one of "normalization" following the 
unprecedented accumulation of wealth between 1974 and 1981. To the extent 
that prior growth rates were unsustainable, such a characterization is fair, 
but two years of negative GDP growth is hardly the Government's goal. 
Perhaps the most remarkable Saudi economic achievement has been the largely 
painless adjustment from boom to lower income without serious economic 
dislocations. 


Saudi Arabia's 20 percent drop in nominal GDP (25 percent in real per capita 
GDP) during 1982/83 would have seriously challenged most other governments; 
yet the Saudi Government managed a soft landing while promoting growth in 
the private sector and maintaining purchasing power for the typical 

citizen. The Kingdom's large foreign reserves enabled the Government to 
maintain spending despite lean oil] revenues. At the same time, the 
Government was particularly effective in distributing national income, 
either directly to citizens or in support of private agricultural and 
industrial development. Citizen benefits include subsidies on food and 
utilities, free education and health care, and a variety of interest-free 





loans and welfare payments. Taken together they provide an economic safety 
net which effectively has insulated most consumers from recession and 
inflation. Assistance to support private sector economic expansion has been 
equally generous. A variety of incentives, facilities and policy actions in 
industrial and agricultural development are largely responsible for the fast 
growth in these sectors. 


The impact of declining oi] income has been attenuated by the winding down 
of expenditures for the country's major infrastructure projects. Most of 
the large water, transport, electrical power, and communications facilities 
are in place. Both the absolute amount and relative share of infrastructure 
spending in the national budget have declined. The Fourth Five-Year 
Development Plan, starting in 1985, will accelerate the shift from physical 
infrastructure development to training and manpower development, investment 
in “productive” sectors (primarily industry and agriculture), and operation 
and maintenance of existing facilities. 


Industrialization of the hydrocarbon sector has emerged as a significant 
characteristic of the Saudi economy. Collection and use of previously 
flared natural gas as a fuel and/or feedstock in petrochemical plants and 
export refineries will reduce Saudi Arabia's heavy dependence on crude oil 
exports. Given the uncertainties over future growth in the volume and price 
of Saudi oil] exports, and the decline in construction's share in total 
economic activity, hydrocarbon industrialization will become a criticial 
element in keeping the “engine” of economic development going. It's 
contribution to GDP, employment, and value-added in the export sector is not 
yet significant, but when all the major Phase I projects are complete (late 
1985), much of Saudi Arabia's economic growth will depend upon these 
industries’ success and the numerous support, ancillary, and downstream 
industries they have fostered. The projects enter a highly competitive 
world market characterized by substantial overcapacity, but long-run 


prospects for both the petrochemical plants and export refineries are 
favorable. 


THE PAST YEAR - DECLINE CONTINUES 


A. Economic Growth 


Saudi Arabia's controlled economic slide continued in fiscal year 1983/84. 
Nominal GDP appeared to decline by 3-4 percent, and per capita GDP fell by 7 
percent. In real terms the drops were slightly larger. Declining oil 
production from 6.4 MBD in 1982 to 5.1 MBD in 1983, coupled with the March 
1983 cut in OPEC prices, more than offset reported gains of 5 percent in 
non-oil GDP. For the first time in modern Saudi history, oil accounted for 
less than half of domestic economic activity. Growth in non-oil GDP was a 
bright spot reflecting private sector expansion in commerce, industry and 
agriculture, but the rate of growth was the smallest in four years. 





Most macroeconomic variables illustrate the weakness in FY 83/84 Saudi 
economic performance. M3, the prime indicator of domestic liquidity, was up 
only 2.8 percent, the smallest increase in many years. Demand, time and 
savings deposits, and currency in circulation (the main components of M1 and 
M2) declined. Commercial bank assets grew less than 3 percent. Although no 
data is available, gross fixed capital formation appeared to remain robust 
due to continuing work on projects started earlier, but was smaller than any 
of the three previous years. Construction's share in capital formation 
continued to decline. Calendar 1983 imports were about 3 percent less than 
1982 -- chiefly the result of fewer imports for development projects. The 
balance of payments swung sharply to negative, but the Saudi Government drew 
from its substantial foreign assets to cover the shortfall. 


B. Government Spending 


The Government began the fiscal year with ambitious plans to reverse the 
three-year decline in reported outlays. Expenditures were targeted at $75 
billion, some 6 percent higher than actual spending the previous year. 
Revenue was projected at $65 billion, with the balance financed by 

reserves. Revenue fell well below target to $54 billion and expenditures 
were reduced accordingly. The government reported spending at $64 billion, 
the lowest level in four years. This total may have excluded, however, some 


military expenditures and does not fully reflect obligations to government 
contractors. 


Expenditures generally reflected government priorities as set out at the 
beginning of the Third Plan. Spending for education, social development and 


economic (productive) resources increased. These items, plus subsidies, 
accounted for one-third of total expenditures. The two largest 
infrasturcture categories, municipal services and transport and 
communications, took fairly significant cuts in comparison to FY 82/83 
outlays. Military/security remained the largest expenditure category, 
followed by government administration. 


Preliminary figures suggest that FY 1983/84 project spending declined to $37 
billion, about 3 percent below 82/83 expenditures and 11 percent below the 
FY 83/84 budget plan. Both FY 82/83 and 83/84 expenditures were well below 
the 81/82 peak of $50 billion. Larger allocations for operations and 
maintenance to some extent mollified this decline. Lower project spending 
does not appear to have upset the Government's goal of balanced geographic 
growth. Roads, telecommunications, power, and schools and hospitals now 
extend well past the Jidda-Riyadh-Dhahran corridor to the more remote 
outlying regions. 


C. Spotlight on Petrochemicals and Agriculture 


FY 83/84 witnessed the fruition of considerable earlier efforts to stimulate 
industrial and agricultural expansion. Both sectors are key elements in the 
Saudi strategy to reduce the nation's heavy dependence on crude oil as a 
source of national income, foreign exchange, and employment. A fertilizer 





plant and methanol plant in Jubail joined a previously-completed steel mill 
as major hydrocarbon-based export-oriented Saudi basic industries. Most of 
the projects were completed ahead of schedule, below cost, and are finding 
export outlets in spite of considerable global petrochemical overcapacity. 
Construction continued on the other basic industries, and most anticipate 
early start-up. 


Agriculture continued to boom thanks to generous government subsidies and 
high support prices. The Kingdom nearly reached self-sufficiency in wheat 
production, as well as in eggs, poultry, and dairy products. A surplus of 
dates already exists, and output of feed grains, fodder, fruits, and 
vegetables is increasing. In view of the extremely difficult physical 
environment, Saudi Arabia's agricultural success is a major achievement. 


D. The Private Sector's Mixed Fortunes 


While private owners and investors did well in agriculture, other sectors of 
the non-oil economy were not as buoyant. The Government's preliminary 
report of 5 percent real growth of non-oil GDP may prove too high, even 
though it is the lowest growth rate in a number or years. 


Retailing and trade, the largest area of private activity, experienced a 
relatively weak year. Total imports, for the first time in memory, 
declined. Even though the bulk of the decline came in equipment and 
materials for government development projects, private sector activity 
related to import operations (commission and clearing agents, shipping, 
inland transport) certainly felt the impact. Private sector imports 
financed by commercial banks, a barometer for private trade and commerce, 


were off 10 percent in the first nine months of the fiscal year. 
Competition among importers remained intense as new foreign suppliers 
entered the market and the Government curtailed abuses in some import 
subsidy programs. Retail prices fell below fixed government rates for some 
imported food items -- a sure sign that heavy competition was squeezing 
importer profit margins. In retailing, the picture was the same. 
Overexpansion in certain retail activities caused intense competition, and 
many smaller shops quietly folded. Stocks were reportedly extremely high in 
many consumer product fields, though profits were still to be made in 
new-to-market and high quality items. Rapid Saudi population growth and 
high per capita income supported a sizeable retail trade base, but the 
leveling off (and possible decline) of the expatriate labor force probably 
kept retail growth below prior periods. 


In the construction industry, the decline which began in FY 82/83 

continued. Government spending for development, long the mainstay of the 
Saudi construction industry, tapered off and there were very few new project 
starts. Efforts were undertaken by the Government to give Saudi firms a 
larger share of what few new projects were funded, but in the end senior 
government officials suggested that construction firms would have to adapt 
to the new environment, possibly switching to the 0 & M field. Payment 
delays compounded the problems for many construction firms. 





For smaller Saudi construction companies engaged in residential/commercial 
work, the year was more satisfactory. Construction of single family 
residences, office buildings, apartments, and stores showed no sign of 
decline, and statistics on cement consumption, one proxy for the level of 
this construction, pointed to rapid growth. 


Private industry and manufacturing were overshadowed by progress in Jubail 
and Yanbu. The Ministry of Industry and Electricity continued to issue new 
licenses and the level of manufacturing undoubtedly increased, but there 
were growing reports of problems in some industrial subsectors. The heavy 
orientation towards building materials was clearly a liability in the 
declining construction market, but even food processing and other consumer 
industries were having difficulty competing with imports, in some cases in 
spite of 20 percent ad valorem protective government tariffs. Downstream 
petrochemical development was touted as a promising area for private 
industrial investment, but to little effect. SABIC's initial offering of 
public shares was an unqualified success, but few entrepreneurs stepped 
forward to plan new projects. A recent SAG requirement for "offset" 
investments by firms winning large military contracts may provide an impetus 
for petrochemical and other industrial development. 


For banks, FY 83/84 was a satisfactory year. Assets, deposits, and profits 
grew modestly in comparison with prior years, but this was expected given 
the overall slowdown in the economy. Loans and credit to the private sector 
were up 27 percent and 18 percent respectively, suggesting that banks filled 
part of the gap caused by the slowdown in government spending and payment 
delays. All local banks purchased new debt instruments issued by the Saudi 


Arabian Monetary Agency, but participation was not as high as expected due 
to the relatively modest premiums offered. Several banks also participated 
in syndicated loans covering 10 percent of the project cost for the Phase I 
petrochemical plants and export refineries in Jubail and Yanbu. Although 
declining government development spending has hurt the banks' performance 
and advance payment bond activity, a shift to more open tendering has 
increased the number of bid bonds. On balance, the banking sector remains 
healthy and continues to grow. 


E. Foreign Firms - Bearing the Brunt of the Decline 


The Saudi Government made a conscious effort during the year to shift the 
burden of declining spending and economic activity to foreign construction 
firms and suppliers. Regulations were promulgated giving Saudi construction 
firms 30 percent of all subcontracts and 100 percent of catering and other 
construction service contracts, and much of the new 0 & M business. Payment 
delays affected both local and foreign firms, but the latter appear to have 
been harder hit. The Government has been tightening up its contracting 
procedures, with fewer contracts being let without competitive bidding. 

Some contracts have been renegotiated, and "offset" investment requirements 
have been imposed for a new large military contract. Belt-tightening in 
many government agencies led to the release of foreign management firms and 
expatriate advisors. However, foreign investment continued (though most of 





it was related to ongoing projects in Jubail and Yanbu), and the Government 
actively encouraged joint ventures in high technology and service 
industries. Increasingly, SAG officials expected foreign firms coming to 
Saudi Arabia to be partners in development rather than marketeers or 
contractors. 


OUTLOOK FOR 1984/85 


There is every likelihood that economic growth will resume in the current 
fiscal year. Oil production is the critical variable, and chances are very 
good, based upon signs of strengthening oil demand, that Saudi oi] 
production and revenue will be higher than the depressed level of FY 83/84. 
From average production of 5.0 MBD in 1983/84 (less if floating storage is 
excluded), Embassy estimates an average of 5.5 MBD in the current fiscal 
year. This 10 percent boost would assure 5 percent overall GDP growth even 
without any increase in non-oil GDP. 


Saudi Arabia's FY 84/85 budget reflects the Government's continued 
commitment to economic growth. Expenditures are targetted at $73.9 billion, 
the same level as planned FY 83/84 expenditures but 17 percent above actual 
FY 83/84 outlays. While it is possible the Government again will not spend 
the full amount, the announced intention to increase expenditures will have 
a positive psychological impact on the business community. 


Revenue is expected to increase 14 percent to $60.8 billion. The oil 
revenue estimate appears to be based upon assumed oi] production of 5.5 MBD 
and is realistic. Targets for domestic revenue collections appear difficult 
to attain however, leaving a shortfall of perhaps $3 billion. This is 
considerably less than the FY 83/84 shortfall which caused the Government to 
cut back drastically on expenditure plans. A projected $13 billion deficit 
(to be financed from reserves) confirms SAG intent to maintain spending 
during the continued period of low oil production. The pattern of 
expenditure allocations in the FY 84/85 budget shows remarkably little 
change from the previous year. The large amount of development project work 
still in progress and the King's announcement of $12.5 billion in new 
projects (up from $3 billion last year and $5 billion the year before) offer 
some comfort to the construction industry, but planned total project 
spending of $37 billion remains below the planned level of each of the three 
previous years. However, an additional $8 billion in 0 & M is separately 
listed. Sectoral allocations continue the trend toward human resource 
development and away from physical infrastructure. Defense and security 
remain the largest component. Allocations are up slightly for government 
subsidies but down for credit institutions. 


Prospects for the non-oil economy are reasonably bright. If oil revenue 
reaches the projected level, the Government may well have sufficient income 
to support spending at the full budget target. According to government 
projections, real non-oil GDP will grow 7 percent if spending and revenue 
targets are met. This should mean plenty of 0 & M contracts and new 
projects for the construction industry although overall construction 





activity will be down. At full budget there should be ample demand for 
goods and services sold by the commercial sector with a further shift out of 
construction materials. The Government may also be able to reduce the 
backlog in contractor payments. Industry will be the newsmaker as two 
hydrocarbon projects in Yanbu begin operation and three additional Jubail 
plants are completed. By the first quarter of 1985 Saudi Arabia will be a 
major exporter of refined oi] products and petrochemicals. Both the balance 
of payments and GDP will benefit from these endeavors. Saudi strategy of 
developing its basic industries in collaboration with foreign partners looks 
to be highly successful although marketing in today's surplus chemical and 
oil product markets will require special effort. SABIC plans to move ahead 
with its two "downstream" projects this year, and “offset" investments in 
the industrial sector may be announced. It will be important to gauge the 
extent to which the private sector seizes opportunities to invest in 
industry. We would expect another difficult year for existing 
non-hydrocarbon industries. There is still overcapacity in the large 
building material subsector, and many manufacturers are not cost efficient. 
Higher fuel prices announced in April 1984, and a possible increase in 
electricity rates, could diminish two of the few comparative advantages that 
local non-hydrocarbon industry enjoys. 


Agriculture should also continue to prosper, with wheat production almost 
certain to exceed domestic requirements. Output of chicken, eggs, and dairy 
products should cover most indigenous demand. To deal with the possible 
wheat surplus, the Government is expected to encourage the private sector to 
devote new acreage to feed grains, fodder crops and oilseeds. Since many 
farmers who started early in wheat production have already recovered their 
investment, ample opportunity exists for diversion into these other crops if 
a mechanism can be found to rationalize the wheat subsidy. Fruit and 
vegetable production could meet a much larger share of domestic needs if 
marketing efforts and improved production techniques bring down unit costs. 


Trade and retailing face uncertain prospects. Imports may recover from the 
1983 decline but are not likely to grow at former rates. The Government 
projects only a 5 percent increase (if spending and revenue targets are 
met). Consumer purchasing power should remain steady, but will not keep up 
with likely growth in retail and commercial establishnents. Competition 
will remain intense and closures or bankruptcies for the least efficient are 
probable. 


The outlook for the foreign business community remains less promising, 
reflecting the overall reduction in economic activity from the 1981/82 peak 
and SAG efforts to give local firms a larger share of new business 
opportunities. To the extent there is any economic Pick-up, most of the 
additional business will go to local firms. The Government will use every 
opportunity to give the lion's share of new contracts to Saudi construction 
firms. Much of 0 &M is already restricted to local companies. The 
possible pick-up in imports may offer additional opportunities in sales and 
service, but these will be focused primarily in consumer goods. Foreign 
investment will continue to be welcomed, but actual volume may decline as 
the peak in massive Yanbu/Jubail investments passes. 
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COMMERCIAL IMPLICATIONS FOR THE UNITED STATES 
A. Marketing and Investment Prospects 


Saudi Arabia remains America's sixth largest world market and largest 
market, by far, in the Middle East. U.S. exports in 1983 totalled $7.9 
billion, a 12 percent decline from the previous year. The decline results 
from the strengthening of the dollar compared to currencies of competitor 
countries (notably Japan), strengthening third-country competition, and the 
overall decline in imports which reflects the slowdown in Saudi Arabia's 
economy. Although official Saudi Government trade statistics for 1983 have 
not been published, Japan probably displaced the United States for the first 
time as the Kingdom's leading supplier. The U.S. market share fell to 
approximately 20.3 percent. 


U.S. technology enjoys an excellent reputation, but U.S. exporters should 
not be overconfident. Saudi distributors who represent both U.S. and 
third-country suppliers often view unfavorably the support they receive from 
U.S. firms compared to foreigners in terms of advertising/public relations, 
speed of delivery of spare parts, technical and marketing assistance, and 
general interest in the Saudi market. 


Competitive prices plus close rapport with (and support of) 

agents/distributors are the keys to marketing success in Saudi Arabia. U.S. 
firms willing to compete vigorously in the Saudi market can do so profitably 
and successfully. The following represent key growth sectors of the economy. 


INDUSTRY: There are now over 1700 producing assembly/manufacturing 
operations in the Kingdom, including nearly 500 Saudi/foreign joint 
ventures. Some 80 of these are with American partners (not all yet in 
production), the largest national share of Saudi/foreign joint ventures. 
Light industrial assembly and, increasingly, integrated manufacturing, are 
the wave of the future in the Kingdom. Some of the largest operations 
provide 60-80 percent value-added in Saudi Arabia. Industries benefit from 
a preferential Saudi Government procurement policy and incentives including 
land, utilities, and attractive financing for up to 50 percent of capital 
costs. Industrial development requires careful planning for financing, 
production, training and marketing. Most of all, it requires the American 
partner's commitment of time, resources and money to the Kingdom. Promising 
subsectors include downstream petrochemicals, hospital, medical and dental 
products, and food-processing. 


TRAINING AND MANPOWER DEVELOPMENT: Training of a skilled Saudi professional 
and technical work force figures prominently in the Government's list of 
development priorities. Fifteen percent of non-military spending (some $7 
billion in FY 1984/85) is allocated to education and manpower development. 
Nearly every Saudi ministry or agency is conducting or planning training for 
its staff. Large American companies active in the Kingdom are adding 
vocational and technical training to their services as a means of 
demonstrating their responsiveness to the country's development program. 
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AGRICULTURE: The Saudis are pressing their effort to achieve 
self-sufficiency in as many farm products as possible and to "turn the 
desert green." Self-sufficiency will be achieved this year in wheat, 
poultry and eggs. The Grain Silos and Flour Mills organization is expanding 
its grain storage silos to provide space for consumption and for "strategic 
storage" of approximately one-half year's wheat needs. Forage crops, other 
grains, and greenhouse vegetable projects are expanding in most regions of 
the country. Supply of new irrigation and harvesting equipment, and a 
growing replacement for pivot machines, offers continuing sales 
opportunities. Farm development and management, whether by corporations or 
individual U.S. entrepreneurs, offers many opportunities. 


OPERATIONS AND MAINTENANCE: While the construction sector continues to 
decline, a growth market exists for operations and maintenance of existing 
facilities. This includes operations of industrial facilities, utilities, 
and government hospitals, and maintenance of these and other buildings. 
Wholly Saudi-owned firms are preferred for smaller and simpler jobs, and the 
Government continues to "freeze" applications for new joint-ventures in 
general operations and maintenance work. However, the Government welcomes 
foreign/Saudi joint-ventures in specialized 0 & M, particularly related to 
the fields of petroleum, petrochemicals, computers, agriculture, and 
specialized mechanical and electrical work. 


OTHER SECTORS: Major growth opportunities exist for the supply, 
assembly/manufacture, operations and maintenance of products such as the 
following: data and word processing, telecommunications, aviation products, 
health care products, apparel and vehicle spare parts. There are 
significant opportunities for U.S. firms involved in management and 
financial information services as Saudi Arabia's financial institutions 
become increasingly sophisticated and as the country's emerging capital 
markets generate greater demand for financial data. 


B. Marketing Conditions and USG Trade Promotion 


Declines in government spending and new projects have intensified 
competition in an already highly-competitive market. Nevertheless, the 
Saudi market remains very attractive by world standards. The U.S. 
Government continues to encourage both sales and investments in Saudi 
Arabia. In 1984/85 it is sponsoring exhibitions in the fields of health 
care and electricity and trade missions in operations and maintenance 
services, apparel, telecommunications, management services, and 
aviation/avionics. Efforts are also underway to match potential American 
and Saudi joint venture partners and promote industrial investment. 


While the emphasis on joint-ventures for industry and services offers 
plentiful opportunities for serious U.S. firms, Saudi trade and commercial 
policy is being used to strengthen and protect domestic entities. 
Saudi-developed product standards, based on a mix of U.S., European and 
international standards, affect an ever-widening range of goods. The 
"30-percent subcontracting rule" issued in 1983 requires foreign prime 
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contractors, or joint-ventures in which the Saudi partner owns less than 51 
percent equity, to subcontract 30 percent of the value of the contract to 
wholly Saudi-owned entities. While such rules disfavor some U.S. firms, 
they offer creative profitable opportunities to others. The emergence of a 
common market among the member states of the Gulf Cooperation Council will 
provide a somewhat larger market for firms doing business in Saudi Arabia, 
and the abolition of internal tariffs has created better opportunities for 
intra-GCC trade for American joint ventures involved in industrial, 
petroleum, and agricultural production. 


Marketing in Saudi Arabia requires foreign suppliers to have Saudi-citizen 
agents or distributors who maintain a spare parts inventory and service 
capability. Agents/distributors are required by law before sales can be 
made to the Government, and by practice for successful marketing to the 
private sector. Appointment of an agent/distributor should be approached 
with careful deliberation in view of the difficulty and expense of replacing 
an unsatisfactory representative. 


Americans should anticipate dealing with sophisticated Saudi businessmen and 
government contracting officials. Saudis have had the benefit of comparing 
the offerings of companies from around the world. U.S. prices are often 
much higher for goods the Saudis consider equal or equivalent from other 
sources. However, with careful attention to spare parts, service and 
pricing, many U.S. firms have a competitive edge based on qualitative and 
technological advantages. 
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